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Business has weathered the declining phase of the 
current recession, Over-all activity increased a bit in 
May and June, signalling the end of the decline. 

The fact that a leveling has been achieved does not 
mean that a sharp pick-up is immediately ahead. It 
usually takes some months to work through the final re- 
adjustments that precede an upturn. These significant 
adjustments remain: 


* q Business investment in new plant and equipment 


has already dropped almost $6% billion from its peak of 
$37.8 billion — but surveys point to a further decline 
of $2-3 billion. 


q Inventory liquidation may continue for some time, 
though the rate should slow down. 


@ Some further realignments in the cost-price struc- 
ture may take place. Industrial prices have declined 
by less than one percent so far. 


Month-to-month changes in business indexes in the 
period ahead may present a confusing picture, in part 
because of seasonal factors, and in part because of the 
continuing impact of the above adjustments. Yet grow- 
ing strength in other areas of the economy could provide 
underlying support through the summer and help gen- 
erate an upturn before year’s end: 

Construction contract awards rose 18% in May. 
Housing starts are up 15% since March, to an annual rate 
of more than one million. Public works activity is on 
the increase. 

Automobile sales picked up 7% in the second quar- 
ter, while total retail sales advanced 24%. 

Machinery orders have stopped declining and have 
shown signs of an up-trend. If past relationships be- 
tween orders and production hold, the decline in capital 
goods output might be halted by the end of the year. 

Industrial production indexes show a pattern which is 
typical of this stage of the business cycle. Significantly, 
the number of individual industries where output in- 
creased in May and June was greater than the number 
where output was cut. 


In addition, the major impact of the increase in gov- 
ernment spending has yet to be felt. Federal expendi- 
tures actually declined by an annual rate of $1 billion 


from the third quarter of last year to the first quarter. 
Now they are rising. 

Estimates are that Federal expenditures will increase 
by as much as $5 billion in the year ahead, while state 
and local government outlays should go up $2%-3 billion. 


The rise in government expenditures, along with the 
improvement in other areas cited above, could point 
towards some recovery in business activity later this 
year. However, a full and vigorous recovery depends on: 
1) a pick-up in consumer purchases of durable goods; 
and 2) a new wave of business investment in plant and 
equipment. 

The leveling-out of business activity should help 
spur consumer buying. The recession has been a major 
factor in causing people to postpone purchases of durable 
goods. An upturn in production and employment might 
be viewed as a sign that it was a good time to buy. 

In addition, businesses have been striving to offer bet- 
ter values. While price declines have not been as fre- 
quent or sharp as in past recessions, the general rise has 
at least been halted, and some prices have been cut. 
New products and new models have been introduced. 

Costs have been brought under closer control. The 
average increase in wage rates this year may work out 
to around 3%, a figure that can be matched by the in- 
crease in output per man-hour. 

With prices steady and unit costs possibly a bit lower, 
earnings should improve with higher volume. This could 
improve prospects for capital expenditures in 1959. By 
the end of this year manufacturing expenditures will be 
down virtually to rock-bottom — they'll be little higher 
than the depreciation rate. 


Fiscal and monetary policies have helped to check the 
business decline and create conditions favoring an up- 
turn. Yet the shift to easy credit and to Federal deficits 
poses problems for the future. In theory, these expansive 
forces can be brought under control when business ap- 
proaches prosperity levels. 7 

In practice, many difficult decisions may need to be 
taken to avoid a resurgence of inflation after business 
activity turns up. How to achieve prosperity without 
inflation is one of our leading economic problems. 
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The nation’s debt runs to the almost unbelievably 
large figure of three-quarters of a trillion dollars. That's 
the amount owed by individuals, businesses and govern- 
ments. Moreover, total debt has grown 30% in the past 
five years — an average increase of $34 billion a year. 

Is debt too high? Is it growing too fast? These are 
important questions, for the maintenance of an appro- 
priate balance between debt, assets and income is essen- 
tial for stable prosperity and growth. 


Debt and Economic Growth 


To appreciate the significance of debt it is necessary 
to understand how it functions and grows. An integral 
part of economic progress is the channeling of savings 
into productive investment. Indeed, the expansion of 
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CHANGES IN DEBT 


plant, the building of roads or houses, the increase in 
autos and appliances, all involve the use of savings. 

Some of these savings represent equity or ownership 
in the wealth they finance—purchases of corporate stock, 
reinvested earnings, or the equity of individuals in homes. 
But a substantial proportion of savings also is exchanged 
for debt instruments, such as mortgages, loans or bonds. 

Moreover, much of this exchange is carried out through 
institutions that serve as financial intermediaries — insur- 
ance companies, banks and savings and loan associations 
among them. These are all required by law to invest the 
bulk of their funds in assets which are the debts of 
others. It is little wonder, then, that a substantial propor- 
tion of the nation’s financial assets consists of debt in- 
struments. 


Where We Stand 


To arrive at a judgment as to the present position of ¢@ 
debt, a number of relationships must be examined. First, 
consider how the absolute level of debt at the end of last 
year compared with other significant magnitudes: 


e Total debt amounted to about 1.7 times a year’s total 
national production — about the average ratio that has 
prevailed since 1900. 


e Private debt is lower in relation to total private out- 
put and to total indebtedness than in the 1920's. The 
value in today’s prices of privately-owned physical 
assets is about twice the amount of private debt. For 
corporations alone, assets are more than 2% times as 
large as corporate debt. 


e Government debt equalled 62% of gross national 
product at the end of 1957, somewhat higher than in 
the 1920’s, but below the 116% at the end of 1946. e 


In general, the absolute total of today’s debt, and of its 
major components, appears to be well within the econ- 
omy’s ability to service existing debt. 


Growth In Debt 


As a second measure consider the growth in debt dur- 
ing the past decade. 


¢ Total debt has increased 75% as against an 87% 
growth in total national production. 


¢ However, private debt has multipled 2% times — from 
$180 billion in 1947 to $455 billion at the end of 1957. 


In part, the rapid growth in private debt reflected the 
fact that we came out of World War II with debt at un- 
usually low levels. The upsurge in business capital in- 
vestment, housing and consumer durables in the early 
postwar period was supported by a rapid expansion in 
private debt. By the early 1950's most ratios of private 
debt to income were back to long-term relationships. 

With the notable exception of 1955, the rise in debt in 
the past five years seems to have been reasonably well 
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in line with the growth in total output and total national 
wealth. The increase in 1955 was clearly too rapid for 
economic stability — consumer instalment debt rose 20%, 
mortgage debt expanded 15% and corporate debt soared 
$29 billion or 16%. 

However, the annual increase in net debt outstanding 
slowed markedly in 1956 and 1957, in part because of 
Federal Reserve policies of restraint. The easing of terms 
on instalment credit has virtually ceased, after the dra- 
matic change in 1955. The rise in consumer instalment 
and mortgage debt in 1956 & 1957 was well in line with 
the increase in consumer incomes. Moreover, individual 
savings in these years added up to twice the total increase 
in individual indebtedness. 

Nevertheless, one of our problems for the future would 
appear to be that of keeping the rise in instalment and 
mortgage debt in line with the ability of consumers to 
support it. Further increases in the ratios of such debt 
to income would raise questions as to our ability to 
weather even a moderate drop in consumer income. 


Business Debt 


The trends in corporate debt in the past five years 
paralleled those in individual debt — the total rose rap- 
idly in 1955 and tapered off in 1956 & 1957. In the case 
of manufacturing corporations, total debt has held at 
about 35% of total assets since 1955. 

However, long term debt of manufacturing corpora- 
tions amounted to 18% of equity at the end of 1957 as 
against 16% in 1955 and 12% in 1947. As in the case of 
individual debt, it would appear that further increases in 
the ratios of debt to income or equity would hoist warn- 
ing signals. There certainly will be room for a con- 
tinued increase in debt by manufacturers but it will be 
important that such an increase be supported by ade- 
quate growth in equity and earning power. 


Government Debt 


In recent years total government debt has grown more 
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In the post-war era GNP has increased at an 
average annual rate of 6.6% (4% in real terms; the 
rest in prices.) Debt has risen 6% per year. If these 
trends should continue, GNP would almost double 
by 1967 and debt would soar to $1.3 trillion. 


Our objective, however, is to achieve growth 
without rising prices. Among other things, this im- 
plies a slower growth in debt in the coming decade. 
It also suggests that a greater emphasis on equity 
financing might be desirable. 


DATA: OEPARTMENT OF COMMERCE 


slowly than private debt (after the explosive rise during 
World War II). Federal Debt in the hands of the public 
was reduced between 1955 and 1957, while state and 
local debt increased. 

The present prospect is that Federal Debt will rise in 
the current fiscal year — estimates are that the Federal 
budget deficit may run to $10 billion. State and local 
government debt may match the net annual increase of 
$4 billion registered in recent years. 

At the same time, the rate of increase in private debt 
has slowed down from its 1957 pace. Inventory liquida- 
tion, the decline in business fixed investment and the 
slackening in auto and housing markets are the major 
factors holding back the growth of private debt. 


Even so, the growth in total debt — public and private 
— during 1958 may be comparable with that in the 
few years. Such a development would be favorable to 
economic growth and stability in the short-run — it would 
facilitate the increase in the money supply necessary to 
support a renewed advance in business activity. 


In the longer run, our problem is to maintain a balance 
between the growth of debt and the income and equity 
necessary to support it. As private activity picks up, the 
problem will be to restrain the growth in government 
debt to make room for a resumption of private financing. 
As an objective, we should seek a level and structure of 
debt that will make a constructive contribution to eco- 
nomic growth with price stability. 
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Construction expenditures have increased every 
year during the post-war era. Although the in- 
dustry is generally considered a volatile one — 
sensitive to cyclical changes — it has shrugged off 
both previous post-war recessions. Now 1958 looks 
like another year of strength for construction. 


PRIVATE ACTIVITY DOWN IN RECENT MONTHS 
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In recent months, construction activity has tapered 
off a bit as the recession caused some decline in 
the level of private building. Government con- 
struction, however, held up well, with the result 
that (through June) activity was slightly ahead 
of last year. 
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CONSTRUCTION’S ROLE IN THE ECONOMY 
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This is important because construction plays 
a vital role in the economy. It accounts for 
about one-tenth of total output, while employing 
roughly 6% of the nonagricultural labor force. 


And if we were to include all suppliers, the total e 


would be considerably higher. 
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Construction cost indexes, which rose by 10% 


since 1955, have tended to level out or even fall a 


slightly during the past year. This is particularly 
true in the case of materials going into home- 
building. 
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TRENDS 


For Construction 


UPSURGE IN ROAD BUILDING 
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Public construction rose sharply late last year 
and has held steady since then. Roadbuilding 
accounted for a major share of last year's rise. 


& INDUSTRIAL BUILDING DOWN 
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At the same time, industrial building continued 


ee to decline. With overcapacity still a problem, 


and earnings down considerably, the outlook for 
this sector points to a further drop. 


HOUSING STARTS TURN UP 
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Residential construction is picking up after a sud- 
den dip early this year. Some of this improve- 
ment stems from a sharp increase in VA and 
FHA mortgage activity. But homes financed by 
conventional mortgages are up, too. 


CONTRACT AWARDS UP SHARPLY 
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What of coming months? Construction contract 
awards — an important harbinger of later trends 
—have recently risen dramatically. A confirma- 
tion of this signal in the form of higher construc- 
tion outlays could presage another record year 
for 1958. 
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Fashion trends are back in the headlines. The appar- 
ently successful introduction of the chemise seems to be 
having a tonic effect on the clothing industry — and at a 
very opportune time. For clothing’s share of the con- 
sumer dollar has recently been at its lowest level in our 
entire history. 

Nor is this failure to hold its own merely a current 
phenomenon. Back in 1929 apparel sales constituted 
close to 12% of disposable income. This ratio held fairly 
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steady through World War II; since then, however, the 
figure has fallen rather sharply and is now below 8%. 
Naturally, the actual dollar sums expended present a 
somewhat happier picture: clothing outlays currently 
stand at over $22 billion, up $3-4 billion since 1947. But 
the fact remains that the industry has failed to maintain 
its relative position in our economy. Why is this so? 


Factors in the Decline 


For one thing, part of this decline is merely a reflection 
of the amazing adaptability of the industry in-holding the 
line on prices: since 1947, apparel prices have risen but 
10% as compared with a rise of 30% for all products. 

But there are other more basic forces which have been 
at work during the past decade or so. The depression of 
the 1930’s and World War II created an enormous back- 
log of consumer demand for housing and durable goods. 
When peace and prosperity were restored, Americans 
spent liberally for these items. Clothing sales suffered. 

And the role of clothing has undergone major transfor- 
mations. Suburbia has meant informality, and the spurt 
in Sportswear sales at the expense of more traditional and 
expensive styles attests to this trend. 

Accompanying these large-scale shifts have been cor- 
respondingly major changes in the types of fibers used 
in clothing. Cotton is still far and away the most impor- 
tant staple of the industry, accounting for roughly two- 


CLOTHING 


thirds of total fiber consumption —a ratio that has flue- 
tuated only slightly in recent years. Developments in@) 
cotton technology (the no-iron shirt is a recent example ) 
have helped sustain this “miracle” fiber. 

Wool use has declined slightly, but here too, steps are 
being taken to widen the market. In particular, wool is 
being actively promoted and utilized as a blend with 
synthetic fibers. About one-third of men’s summer suits 
this year feature a wool-synthetic blend. 

However, the major growth has been in the newer syn- 
thetics. Rayon is still the mainstay, but the other man-- 
made fibers have made steady inroads on the entire tex- 
tile industry. Whereas nylon and rayon were practically 
the only commercially available synthetics in 1947, today 
the field is shared by literally dozens of other competitors. 


Outlook Improving 


Is clothing’s relative decline destined to be permanen@) 
or are there indications that perhaps the downward trend ~ 
may be reversed? Aside from the fact that demand for 
durables seems to have slackened, several other factors 
offer encouragement. : 

© The age structure of our population indicates that. _ 

the 10-19 bracket is increasing rapidly. This period . 

is an important one as far as clothes are concerned: the 

average family spends roughly $500 a year on clothing 
and accessories — those with older children spend $150 
more. 

© Rising incomes offer another prospect for garment 

makers and merchants. Families whose annual incomes 

exceed $10,000 buy clothing with 11.5% of the money 
they spend. The equivalent for under $4,000. house- 

holds is 8.5%. 

Thus, the basic trends in our economy may prove mor) 
favorable to the clothing industry in the future than in 
the recent past. 
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KEY BUSINESS INDICATORS 


Do They Point to an Upturn? 


_ How can we tell whether business activity has touched 
bottom? What evidence is there that it will pick up again 
in the months ahead? One approach is to look at the key 
business indicators selected by the National Bureau of 
Econemic Research as the most reliable measures of 
business cycle changes. 
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In its search for the “when” and “why” of business ups 
and downs, the Bureau found eight series (the leading 
indicators ) which usually turned up or down in advance 
of general business. Eight others (coincident indicators ) 
usually moved along with general business, and five have 
typically lagged. These 21 series were selected after a 
study of more than 800 statistical measures. 

Because no two recessions are identical, no single indi- 
cator can call a turn. But experience shows that when- 
ever a definite upturn in the leading indicators is con- 


takes to achieve recovery. But, paradoxically, the rate of 
recovery is faster after a more severe recession. 

If it goes no deeper, the current recession will be a 
bit more severe than the moderate downturns of 1923, 
1926, 1948 and 1953. Three recessions—1921, 1929 and 
1937 —have gone deeper. 

Past experience would suggest that recessions of inter- 
mediate severity last about two years. If the past pattern 
were to be followed precisely in the current recession, 
business activity would regain its 1957 peak sometime 
around mid-1959. 

Experience since 1920 also shows that the rate of ad- 
vance in the recovery phase of business cycles is rela- 
tively rapid. The smallest advance in industrial produc- 
tion in the year following the bottom month of a reces- 
sion has been 14% — more than three times the long-term 
growth rate of our economy. 


All National Bureau reports on these indicators stress 
the fact that one should never expect the future to be a 
perfect mirror of the past. It is always possible that the 
current recession will be significantly different from pre- 
vious patterns. 

Nevertheless, comparisons with the past may help pro- 
vide perspective in evaluating current trends. And it is 
worthy of note that the current recession has, at least 
so far, fitted into the general pattern of a reasonably 
moderate business cycle movement. 


CURRENT STATUS OF THE INDICATORS 
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Significance 


Rubber 


gets around 


In tires and tubes. Pencil erasers, 
boots and toy balloons. The bene- 
fits of rubber are wherever we ride, 
work, walk or play. 

Many companies, large and 
small, compete to provide the 
countless rubber products we use 
every day. 

And the nation’s commercial 
banks contribute something, too. 

Commercial letters of credit sup- 
plied by banks help move natural 
rubber from distant ports to U.S. 
factories. Money, credit and finan- 
cial services help manufacturers 
form crude rubber into useful 
items, and in many cases help 
retailers stock and sell them. 


The Chase Manhattan Bank of 
New York, a leader in commercial 
loans, is proud to be a part of this 
banking system which works with 
business and industry to provide 
better living for all Americans. 


THE 
CHASE 
MANHATTAN 
BANK 


Chartered in 1799 


Member Federal Deposit Insurance Corporation 
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